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SECURITIES AND EXCHANGE COMMISSION
The recent $2.25 billion municipal bond default by the Washington Public Power
Supply System (WPPSS) has spawned an informal, nonpublic investigation by
the Securities and Exchange Commission, according to remarks by the SEC's
General Counsel Daniel L. Goelzer to a New York State Assembly Subcommittee
on 11/29/83. Speaking before the Subcommittee on Public Authority, Mr.
Goelzer addressed four topics: the application of the federal securities
laws to municipal securities transactions; a brief overview of related
SEC activities; the SEC’s response to the WPPSS default; and, considera
tions raised by the legislation under consideration by the state of New
York. Turning specifically to the SEC investigation into the WPPSS de
fault, Mr. Goelzer stated that it was instituted by the SEC's Enforcement
Division Director, John M. Fedders, in late September, 1983. Among other
areas, the focus of the investigation includes the activities of market
professionals, including underwriters, accountants, and bond counsel,
during the initial offering.
Staff Accounting Bulletin No, 55 has been released by the SEC. SAB 55 expresses
the staff's views concerning the allocation of expenses and related disclo
sure in financial statements of subsidiaries, divisions, or lesser business
components of another entity. Additionally, the Bulletin amends Section D
of Topic 4 relating to the issuance of shares perior to an initial public
offering. For additional information contact Robert Lavery at 202/272-2130.
The SEC has announced its intentions to propose a rule that would exempt a new
type of life insurance policy from key provisions of the 1940 Investment
Company Act. The new policy is called flexible premium variable life
insurance and is a cross between traditional variable life insurance and
universal whole life insurance. The new policy would allow consumers flexibi
lity in when they made premium payments and how much they paid. The SEC
proposal is in response to a petition by the American Council of Life In
surance. The proposal is a generic rulemaking that will address whether
flexible premium variable life insurance policies are exempted from various
'40 Act requirements. SEC sources explained that when the Investment Company
Act was enacted, it did not anticipate insurance policies coming under the
Act. On different occasions, the insurance industry has requested, and has
received '40 Act exemptions for new types of insurance, such as variable life
insurance policies. The funding vehicle for the new type of insurance is
considered an investment company under the '40 Act which must be registered.
Among other issues, the SEC is seeking comments on the method for deducting
front-end sales loads from the funding vehicle. Comments are requested by
2A4/84. For additional information contact Thomas P. Lemke at 202/272-2061.
TREASURY, DEPARTMENT OF
Backup withholding on reportable payments and the exercise of due diligence by
payors of reportable interest, dividends, and patronage dividends and brokers
is the aim of temporary regulations recently issued by the IRS (see the
11/25/83 Fed. Reg., pp. 53104-11) . Most of the regulations, according to
the IRS, address operational concerns of payors who must adapt their systems
to begin withholding on payments made after 12/31/83. It is expected that
further temporary regulations, with a cross reference to a notice of proposed
rulemaking containing additional rules relating to backup withholding, will
be published within a month, according to IRS. The temporary regulations
contained in this document will remain in effect until superseded by final
regulations on this subject. For additional information contact Diane Kroupa
at 202/566-3829.

-2Credit for employment of Certain New Employees is the title of a notice of
proposed rulemaking by the IRS (see the 11/23/83 Fed. Reg., pp. 52943-50).
The proposed rulemaking contains amendments to the Income Tax Regulations
(26 CFR Part 1) under section 51 and 381 of the Internal Revenue Code of
1954. The proposed regulations relate to the credit for employment of
individuals qualifying as members of a targeted group. Individuals falling
within the definition of the targeted group generally allow employers to
receive a credit for 50 percent of the qualified first year wages of $6,000,
plus 25 percent of the qualified second year wages of $6,000. Comments are
requested by 1/23/83. For additional information contact John G. Schmalz
at 566-3516.
The Worldwide Unitary Taxation Working Group will hold its second meeting on
12/6/83, at 10:30 a.m. at the Treasury Department. The Working Group,
chaired by Treasury Secretary Donald Regan, is studying the issues raised
by the states’ use of the worldwide unitary method of taxation. At this
meeting, the Group will receive and discuss a status report from the staff
level Task Force. Directions for further study by the Task Force will also
be discussed. The meeting is expected to conclude with a preliminary dis
cussion of the possible options available for resolution of the issues.
For additional information contact Charles Powers at 202/566-2041.
A notice intended to provide guidance on distributions that may be made by a
qualified trust under section 401(a) (9) of the Code has been released by
the IRS. Further covered are requirements for distributions made under
the transitional rule in section 242(b) of the Tax Equity and Fiscal Respon
sibility Act. The IRS noted that taxpayers may rely on this guidance until
further notice. The full text of the guidelines will be published in Internal
Revenue Bulletin No. 1983-49, 12/5/83.

SPECIAL:

REPORT ON TENNESSEE BANK FAILURE RELEASED BY HOUSE CO M M I TEE

The sharing of examination reports by the Federal Deposit Insurance Corporation
(FDIC) with a bank's independent auditor was urged in a recent report by
the House Committee on Government Operations which is looking into federal
supervision and failure of United American Bank in Knoxville, Tennessee.
Specifically, the House Report, 98-573, stated that "The FDIC should make
available directly to a bank's independent auditor copies of examination
reports at the same time those reports are delivered to banks' senior manage
ment. The sharing of bank supervisory information with the independent
auditor should prove to be a useful check on bank management because it
would give the auditor an objective body of information against which manage
ment data could be compared." This report also concluded that "The FDIC
knew or should have known that the bank's management was bent on a course
of reckless and unsafe banking practices; that management's promises to
take significant corrective action were more illusory than real; and, that
only strong administrative or enforcement action against the most senior
bank officials, would halt the bank's slide into insolvency." In a dissent
signed by 10 of the Committee's 40 members, there was no acceptance of the
report's main conclusions: "We cannot accept this report's proposition that
the Knoxville Bank failure occurred as a result of the FDIC's failure to do
its job. We believe, rather, that the personal complexities and institutional
problems which confronted FDIC at Knoxville were deserving of more careful
consideration in this report." The minority dissent also stated: "We do
not agree that the FDIC 'should make available directly to a bank's indepen
dent auditor copies of examination reports at the same time those reports
are delivered to banks' senior management.' Examination reports contain
very sensitive information, and we do not believe that the auditor should

-3be tempted to follow the course of least resistence and track the bank
examiner; the auditors should do their own work. Moreover, this procedure
would deny a bank’s CEO an important management tool in evaluating the per
formance of the auditors." In a key footnote, the majority stated that this
report did not deal with several related issues, including the functioning
of independent bank auditors and the "need for stricter control over their
functioning." The footnote also stated that the Commerce, Consumer and
Monetary Affairs Subcommittee, Committee on Government Operations, has pre
sently under "active investigation" the "adequacy of Federal supervision of
independent bank auditors."

SPECIAL:

MEASURE SEEKS TO AID SMALL BUSINESSES AND THEIR EMPLOYEES

Legislation intended to provide a rollover mechanism under which an employer
could sell a company to its employees and enjoy the same tax deferral that is
allowed when business ownership is transferred to another firm in exchange
for stock in that company, S. 2128, was introduced on 11/17/83, by Sen.
Russell Long (D-LA) . Under the mechanism, rollover investments would have
to be made within three months prior to the sales or within 12 months there
after. The basis of the stock acquired would be reduced by the amount of
the taxable gain deferred. Any amounts not reinvested would continue to
be taxed. The rollover would be allowed only on the sale to an employee
stock option plan, or a worker owned cooperative. A tax deduction to ESOP
companies for the amount of cash dividends they pay on stock held in their
ESOP would be provided under the bill, if the dividends are either distributed
currently to employees or used to repay an ESOP loan. The measure also would
permit banks, insurance companies or other institutional lenders to exclude
from income 50 percent of the interest received on loans to ESOP companies,
as long as the loan proceeds are used to finance an ESOP's acquisition of
company stock. Other provisions of the bill would permit an ESOP to be
treated as a charitable organization for income, gift and estate tax purposes;
make the necessary changes to insure that an ESOP may be set up by a Subchapter
S corporation; and, permit recaptured ESOP investment tax credits to be used
to reduce contributions to payroll-based tax credit ESOPs. The bill has 46
co-sponsors.

For additional information, please contact Gina Rosasco, Nick Nichols,
or Kathee Baker at 202/872-8190.
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